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Gentlemen: 

We have cons idered  your a p p l i c a t i o n  f o r  exemption from F e d e r a l  income t a x  . a s  a n  organ iza tdon  d e s c r i b e d  i n  s e c t i o n  501(c)(4)  o f  t h e  I n t e r n a l  Revenue 
Code o f  1956. 

The in format ion  submi t ted  d i s c l o s e s  t h a t  yoti were formed under  t h e  ****  
Condonimium Ownership A c t  on  *****  *  ****, and governed by t h a  by-laws 
o f  ***  **** * * * * * *  ***** *** . 

S e c t i o n  501(c) of  t h e  I n t e r n a l  Revenue Code of 1954 d e s c r i b e s  c e r t a i n  
o r g a n i z a t i o n s  exempt from income t a x  under s e c t i o n  501(a)  and r e a d s ,  i n  
p a r t ,  a s  fo l love :  

"(4)  C i v i c  Leagues o r  o r g a n i z a t i o n s  n o t  organized f o r  p r o f i t  b u t  
operated e x c l u s i v e l y ~  f o r  t h e  promotion of socia!. w e l f a r e ,  o r  l o c a l  
a s s o c i a t i o n s  of empl.oyees, t h e  membership o f  v h i c h  i s  l i m i t e d  t o  t h e  
employees of  a  d e s i g n a t e d  person  o r  e r s o n s  i n  a  p ~ r t i c u l a r  
munic ipa l i ty ,  and t h e  n e t  e a r n i n g s  which a r e  devoted e x c l u s i v e l y  
t o  c h a r i t a b l e ,  e d u c a t i o n a l ,  o r  r e c r e a t i o n a l  purpnses". 

Your o r g a n i z a t i o n ' s  By-Laws d o  n o t  c o n t a i n  the requj . red c l a u s e s ,  t h a t  
your  o r g a n i z a t i o n  1s organ ized  f o r  n o n p r o f i t  purposes and t h a t  your n e t  
e a r n i n g s  a r e  devoted e x c l u s i v e l y  t o  those  purposes. 

Also  your  o r g a n i z a t i o n ' s  s p e c i f i c  and primary purpose i s  t o  provide f o r  
t h e  management, a d m i n i s t r a t i o n ,  maintenance and p r e s e r v a t i o n  and 
a r c h i t e c t u r a l  c o n t r o l  o f  t h e  condominiums, common area , ' an , l  improvements 
from t ime t o  time c o n s t r u c t e d  v i t h  t h a t  c e r t a i n  p a r c e l  of  r e a l  p r o p e r t y  
more p a r t i c u l a r l y  d e s c r i b e d  a s :  ***  ****  * * * * * *  ***** ***  l o c a t e d  i n  
**** * * *  *** ***  . 

The Income Tax Regula t ions  s e c t i o n  1 . 5 0 1 ( ~ ) ( 4 ) - l ( a )  s t a t e s  t h a t  a  c i v i c  
l eague  o r  o r g a n i z a t i o n  d e s c r i b e d  i n  s e c t i o n  501(c) (4)  may be exempt i f  i t  
i s  n o t  organized o r  o p e r a t e d  f o r  p r o f i t  and i t  i s  o p e r a t e d  e x c l u s i v e l y  
f o r  t h e  promotion of  s o c i a l  w e l f a r e .  The Regula t ions  d e s c r i b e  s o c i a l  
v e l f a r e  a c t i v i t i e s  a s  promoting i n  some way t h e  common good and general  
w e l f a r e  of  t h e  people of t h e  community. An o r g a n l z a t i o n  coming wi th in  
t h e  purview o f  t h i s  s e c t i o n  i s  one which i s  o p e r a t e d  e x c l u s i v e l y  f o r  the  
purpose of  b r i n g i n g  about  c i v i c  be t te rments  and s o c i a l  improvements. 



. ,  . .. . . 
i" 

'I 

' *** * * * *  * * * * * *  ***** ***  
Page 2 

Revenue Ruling 74-99 v h i c h  prov ides  t h a t  a  hnmeownersl a s s o c i a t i o n  t o  
q u a l i f y  f o r  exemption under  s e c t i o n  501(c) (4)  o f  t h e  Code, ( 1 )  must s e r v e  
a  "community" which b e a r s  a  reasonable  recognizab le  r e l a t i o n s h i p  t o  a n  
a r e a  o r d i n a r i l y  i d e n t j f i e d  a s  governmental,  ( 2 )  i t  must no t  conduct 

!! a c t i v i t i e s  d i r e c t e d  t o  t h e  e x t e r i o r  maintanance of p r i v a t e  r e s i d e n c e s ,  
I 'r and (3)  t h e  common a r e a  o r  f a c i l j t i e s  I t  owns end m a i n t a i n s  must be f o r  
1 t h e  use  and enjoyment of  t h e  g e n e r a l  publ ic .  

I n  response t o  o u r  o f f i c e ' s  homeowner 's and commt~nity a s s o c j a t i o n s  - 
q u e s t i o n n a i r e ,  Form 5908, you s t a t e  t h a t  your  o r g a n i z a t i o n  a d m i n i s t p r s  
and e n f o r c e s  t h e  covenants  f o r  p reserv ing  t h e  a r c h i t e c t u r e  and appearanc- 
of t h e  development, and prov ides  e x t e r j o r  maintenance f n r  p r i v a t e  
res idences .  

Revenue Ruling 69-280, 1969-1, C.B., 152 ho lds  t h a t  a  n o n p r o f i t  
o rgan iza t io i .  formed t n  provide maintenance of  e x t e r i o r  v a l l s  and r o o f s  of  
members1 homes i n  a  development i s  n o t  exempt from F e d e r a l  income t a x  
under  s e c t i o n  501(c) (4)  of t h e  Code. 

I, 
A f t e r  c a r e f u l  c o n s i d e r a t i o n  of t h e  i n f o r m a t i o n  submi t ted ,  we have 

' concluded t h a t  you a r e  n o t  p r i m a r j l y  engaged i n  t h e  promotion of t h e  
common good and g e n e r a l  v e l f a r e  of  t h e  people o f  t h e  c o m u n i t y ,  and 
t h e r e f o r e ,  you a r e  n o t  opera ted  e x c l u s i v e l y  f o r  t h e  promotion of s o c i a l  

- v e l f a r e .  Accordingly v e  hold t h a t  you do n o t  q u a l i f y  f o r  exemption from 
F e d e r a l  income t a x  a s  a n  organ iza t Jon  d e s c r i b e d  i n  s e c t i o n  501(c) (4)  of 
t h e  I n t e r n a l  Revenue Cnde o f  1954. :; 

I 1  : 
You appear  t o  be a homcovners' a s s o c i a t j o n  a s  ou t1  i n r d  , i n  Sec t ion  528 nf  
t h e  I n t e r n a l  Revenue Code and a s  described I n  t h e  Regula t ions  s t a t e d  i n  
I n t e r n a l  Revenue B u l l e n t i n  1980-23 page 10 ,  a s  a  r e s i d e n t i a l  r e a l  e s t a t e  
management s s s o c i a t i o n .  Thp a s s a c i a t i o n  i s  t a x e d  a s  a  c o r p o r a t i o n  but 
vl t h  modf f i c a t i o n s  on o t h e r  incomt-. The modif j  c a t i o n s  permit  excl  ~ i s j  on 
of  exempt f u n c t i o n  income f o r  t h e  £ f l i n g  of  Fnrm 11208, income t a x  r e t u r n  
f o r  hemeowners' a s s o c i a t i o n s .  

I For  a n  o r g a n i z a t i o n  t o  qua1 f f y  a s  a  horneokmersl o ~ s o c i a t i o n  j t  must be 
; organized and o p e r a t e d  t o  provide f o r  a c q u i s i  t i o n ,  construction, 

I 
management, maintenance,  and t h e  c a r e  o f  a s s o c i a t l o n  p r o p e r t y .  I n  

! a d d i t i o n ,  a  homeovaersl a s s o c i a t i o n  must meet bo th  a  s o u r c e  of  income 
test (which g e n e r a l l y  r e q u i r e s  t h a t  a t  l e a s t  60% of i t s  g r o s s  income 
c o n s i s t s  of  membership dues ,  f e e s ,  o r  assessments  from me,rbers of t h e  
a s s o c i a t l o n )  and a a  e x p e n d i t m e  t e s t  (which g e n e r a l l y  r e q u i r e s  t h a t  a t  
l e a e t  90% nt i t s  e x p e n d i t u r e s  be  i n  f u r t h e r a n c e  o f  i t s  exempt purposes) .  
I f  a n  a s s o c i a t i o n  meets  t h e  r e q u i r e d  t e s t s  and makes t h e  e l e c t i o n  under  
s e c t i o n  528, i t  w i l l  n o t  be t a x a b l e  on t h a t  p o r t i o n  of i ts  income which 
c o n s i s t s  o f  dues,  f e e s ,  and assessments  from i t s  members. To t h e  e x t e n t  
t h a t  a homeowners1 a s s o c i a t i o n  does have t a x a b l e  income, i t  w i l l  be  t axed  
(with c e r t a i n  m o d i f i c a t i o n s  descr ibed  i n  s e c t i o n  528 o f  t h e s e  
r e g u l a t i o n s )  a s  a  c o r p o r a t i o n  t a x a b l e  under s e c t i o n  11. 



Enclosures:  
Publf c a t i o n  892 
PO- 6018 

Sfncere ly  yours ,  

D i s t r i c t  D i r e c t o r  

***  * * * *  * * * * * *  ***** ***  

You have t h e  r i g h t  t o  p r o t e s t  t h i s  d: ;emjnat ion i f  you b e l i e v e  i t  i s  
i n c o r r e c t .  P r o t e s t  i n s t r u c t i o n s  2:s conta ined  i n  P u b l i c a t i o n  892 
enc losed .  

If ue  do n o t  h e a r  from you v i t h i n  t h n  t i r j e  s p e c i f i e d ,  t h i s  l e t t e r  w i l l  
become o u r  f i n a l  de te rmina t ion  i n  ;.:.,is mat te r .  

If you a g r e e  t o  t h e  adverse  act:..n s h o w  ebove, please s i g n  and retvs'rr: 
one copy o f  t h e  enclosed Farn 6018 mosent 20 Fraposed Adverse Action,  ' 

v i t h i n  t e n  days of  t h i s  [ e t t e r .  2. I sliould r e t a i n  a copy f o r  jaitr rec.nrd. 

:. You a r e  r e q u i r e d  t o  f i l e  FeCeral income t a x  r e t u r n s  a n n u a l l y ,  wi th  your 
d i s t r i c t  d i r e c t o r .  

Thaclk you f o r  ycur  c o o p e r ~ t i o n .  

' I _ .  
I ;  


